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(4) Set forth a schedule for disburse-
ment of the proceeds of the loan in in-
stallments, consistent with the re-
quirements of section 428G of the Act;

(5) On a monthly basis, reconcile in-
stitutional records with Direct Loan
funds received from the Secretary and
Direct Loan disbursement records sub-
mitted to and accepted by the Sec-
retary;

(6) Provide timely and accurate in-
formation to the Secretary for the
servicing and collecting of loans—

(i) Concerning the status of student
borrowers (and students on whose be-
half parents borrow) while these stu-
dents are in attendance at the school;

(i) Upon request by the Secretary,
concerning any new information of
which the school becomes aware for
these students (or their parents) after
the student leaves the school; and

(iii) Concerning student eligibility
and need, for the alternative origina-
tion of loans to eligible students and
parents in accordance with part D of
the Act;

(7) Provide assurances that the
school will comply with requirements
established by the Secretary relating
to student loan information with re-
spect to loans made under the Direct
Loan Program;

(8) Provide that the school will ac-
cept responsibility and financial liabil-
ity stemming from its failure to per-
form its functions pursuant to the
agreement;

(9) Provide for the implementation of
a quality assurance system, as estab-
lished by the Secretary and developed
in consultation with the school, to en-
sure that the school is complying with
program requirements and meeting
program objectives;

(10) Provide that the school will not
charge any fees of any kind, however
described, to student or parent bor-
rowers for origination activities or the
provision of any information necessary
for a student or parent to receive a
loan under part D of the Act or any
benefits associated with such a loan;
and

(11) Comply with other provisions
that the Secretary determines are nec-
essary to protect the interests of the
United States and to promote the pur-
poses of part D of the Act.

34 CFR Ch. VI (7-1-14 Edition)

(c) Origination. A school that origi-
nates loans in the Direct Loan Pro-
gram must originate loans to eligible
students and parents in accordance
with part D of the Act. The note or evi-
dence of the borrower’s obligation on
the loan originated by the school is the
property of the Secretary.

(Authority: 20 U.S.C. 1087a et seq., 1094)

[69 FR 61690, Dec. 1, 1994, as amended at 64
FR 58970, Nov. 1, 1999; 71 FR 64400, Nov. 1,
2006; 78 FR 65838, Nov. 1, 2013]

§685.301 Origination of a loan by a Di-
rect Loan Program school.

(a) Determining eligibility and loan
amount. (1) A school participating in
the Direct Loan Program must ensure
that any information it provides to the
Secretary in connection with loan
origination is complete and accurate. A
school must originate a Direct Loan
while the student meets the borrower
eligibility requirements of §685.200. Ex-
cept as provided in 34 CFR part 668,
subpart E, a school may rely in good
faith upon statements made by the bor-
rower and, in the case of a parent Di-
rect PLUS Loan borrower, the student
and the parent borrower.

(2) A school must provide to the Sec-
retary borrower information that in-
cludes but is not limited to—

(i) The borrower’s eligibility for a
loan, as determined in accordance with
§685.200 and §685.203;

(ii) The student’s loan amount; and

(iii) The anticipated and actual dis-
bursement date or dates and disburse-
ment amounts of the loan proceeds, as
determined in accordance with
§685.303(d).

(3) Before originating a Direct PLUS
Loan for a graduate or professional
student borrower, the school must de-
termine the borrower’s eligibility for a
Direct Subsidized and a Direct Unsub-
sidized Loan. If the borrower is eligible
for a Direct Subsidized or Direct Un-
subsidized Loan, but has not requested
the maximum Direct Subsidized or Di-
rect Unsubsidized Loan amount for
which the borrower is eligible, the
school must—

(i) Notify the graduate or profes-
sional student borrower of the max-
imum Direct Subsidized or Direct Un-
subsidized Loan amount that he or she
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is eligible to receive and provide the
borrower with a comparison of—

(A) The maximum interest rate for a
Direct Subsidized Loan and a Direct
Unsubsidized Loan and the maximum
interest rate for a Direct PLUS Loan;

(B) Periods when interest accrues on
a Direct Subsidized Loan and a Direct
Unsubsidized Loan, and periods when
interest accrues on a Direct PLUS
Loan; and

(C) The point at which a Direct Sub-
sidized Loan and a Direct Unsubsidized
Loan enters repayment, and the point
at which a Direct PLUS Loan enters
repayment; and

(ii) Give the graduate or professional
student borrower the opportunity to
request the maximum Direct Sub-
sidized or Direct Unsubsidized Loan
amount for which the borrower is eligi-
ble.

(4) A school may not originate a Di-
rect Subsidized, Direct Unsubsidized,
or Direct PLUS Loan, or a combination
of loans, for an amount that—

(i) The school has reason to know
would result in the borrower exceeding
the annual or maximum loan amounts
in §685.203; or

(i) Exceeds the student’s estimated
cost of attendance less—

(A) The student’s estimated financial
assistance for that period; and

(B) In the case of a Direct Subsidized
Loan, the borrower’s expected family
contribution for that period.

(5)(1) A school determines a Direct
Subsidized or Direct Unsubsidized Loan
amount in accordance with §685.203.

(ii) When prorating a loan amount for
a student enrolled in a program of
study with less than a full academic
year remaining, the school need not re-
calculate the amount of the loan if the
number of hours for which an eligible
student is enrolled changes after the
school originates the loan.

(6) The date of loan origination is the
date a school creates the electronic
loan origination record.

(7T) If a student has received a deter-
mination of need for a Direct Sub-
sidized Loan that is $200 or less, a
school may choose not to originate a
Direct Subsidized Loan for that stu-
dent and to include the amount as part
of a Direct Unsubsidized Loan.

§685.301

(8) A school may refuse to originate a
Direct Subsidized, Direct Unsubsidized,
or Direct PLUS Loan or may reduce
the borrower’s determination of need
for the loan if the reason for that ac-
tion is documented and provided to the
borrower in writing, and if—

(i) The determination is made on a
case-by-case basis;

(ii) The documentation supporting
the determination is retained in the
student’s file; and

(iii) The school does not engage in
any pattern or practice that results in
a denial of a borrower’s access to Di-
rect Loans because of the borrower’s
race, gender, color, religion, national
origin, age, disability status, or in-
come.

(9) A school may not assess a fee for
the completion or certification of any
Direct Loan Program forms or infor-
mation or for the origination of a Di-
rect Loan.

(10)(i) The minimum period of enroll-
ment for which a school may originate
a Direct Loan is—

(A) At a school that measures aca-
demic progress in credit hours and uses
a semester, trimester, or quarter sys-
tem, or that has terms that are sub-
stantially equal in length with no term
less than nine weeks in length, a single
academic term (e.g., a semester or
quarter); or

(B) Except as provided in paragraph
(a)(10)(ii) or (iii) of this section, at a
school that measures academic
progress in clock hours, or measures
academic progress in credit hours but
does not use a semester, trimester, or
quarter system and does not have
terms that are substantially equal in
length with no term less than nine
weeks in length, the lesser of—

(I) The length of the student’s pro-
gram (or the remaining portion of that
program if the student has less than
the full program remaining) at the
school; or

(2) The academic year as defined by
the school in accordance with 34 CFR
668.3.

(ii) For a student who transfers into
a school from another school and the
prior school originated a loan for a pe-
riod of enrollment that overlaps the pe-
riod of enrollment at the new school,
the new school may originate a loan
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for the remaining portion of the pro-
gram or academic year. In this case the
school may originate a loan for an
amount that does not exceed the re-
maining balance of the student’s an-
nual loan limit.

(iii) For a student who completes a
program at a school, where the stu-
dent’s last loan to complete that pro-
gram had been for less than an aca-
demic year, and the student then be-
gins a new program at the same school,
the school may originate a loan for the
remainder of the academic year. In this
case the school may originate a loan
for an amount that does not exceed the
remaining balance of the student’s an-
nual loan limit at the loan level associ-
ated with the new program.

(iv) The maximum period for which a
school may originate a Direct Loan
is—

(A) Generally an academic year, as
defined by the school in accordance
with 34 CFR 668.3, except that the
school may use a longer period of time
corresponding to the period to which
the school applies the annual loan lim-
its under §685.203; or

(B) For a defaulted borrower who has
regained eligibility, the academic year
in which the borrower regained eligi-
bility.

(b) Promissory mote handling. (1) The
Secretary provides promissory notes
for use in the Direct Loan Program. A
school may not modify, or make any
additions to, the promissory note with-
out the Secretary’s prior written ap-
proval.

(2) A school that originates a loan
must ensure that the loan is supported
by a completed promissory note as
proof of the borrower’s indebtedness.

(c) Reporting to the Secretary. The Sec-
retary accepts a student’s Payment
Data that is submitted in accordance
with procedures established through
publication in the FEDERAL REGISTER,
and that contains information the Sec-
retary considers to be accurate in light
of other available information includ-
ing that previously provided by the
student and the institution. (Approved
by the Office of Management and Budg-
et under control number 1845-0021)

(Authority: 20 U.S.C. 1087a et seq.)
[78 FR 65838, Nov. 1, 2013]

34 CFR Ch. VI (7-1-14 Edition)

§685.302 [Reserved]

§685.303 Processing loan proceeds.

(a) Purpose. This section establishes
rules governing a school’s processing of
a borrower’s Direct Subsidized, Direct
Unsubsidized, or Direct PLUS Loan
proceeds. The school must also comply
with any rules for processing loan pro-
ceeds contained in 34 CFR part 668.

(b) General—(1) A school may not dis-
burse loan proceeds to a borrower un-
less the borrower has executed a le-
gally enforceable promissory note.

(2) The Secretary provides Direct
Loan funds to a school in accordance
with 34 CFR 668.162.

(3)(i) Except in the case of a late dis-
bursement under paragraph (f) of this
section, or as provided in paragraph
(b)(3)(iii) of this section, a school may
disburse loan proceeds only to a stu-
dent, or a parent in the case of a Direct
PLUS Loan obtained by a parent bor-
rower, if the school determines the stu-
dent has continuously maintained eli-
gibility in accordance with the provi-
sions of §685.200 from the beginning of
the loan period for which the loan was
intended.

(ii) If a student delays attending
school for a period of time, the school
may consider that student to have
maintained eligibility for the Iloan
from the first day of the period of en-
rollment. However, the school must
comply with the requirements under
paragraph (b)(4) of this section.

(iii) If, after a school makes the first
disbursement to a borrower, the stu-
dent becomes ineligible due solely to
the school’s loss of eligibility to par-
ticipate in the title IV programs or the
Direct Loan Program, the school may
make subsequent disbursements to the
borrower as permitted by 34 CFR part
668.

(iv) If, prior to making any disburse-
ment to a borrower, the student tempo-
rarily ceases to be enrolled on at least
a half-time basis, the school may make
a disbursement and any subsequent dis-
bursement to the student if the school
determines and documents in the stu-
dent’s file—

(A) That the student has resumed en-
rollment on at least a half-time basis;

(B) The student’s revised cost of at-
tendance; and
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